The Indian Microfinance Institutes (MFI) Crisis has spawned several debates on the MFI movement. However, the clients' perspectives are sorely missing. Using the financial diary methodology with 90 poor households in Ramanagaram, Karnataka, India, we analyze how the daily household cash flows get impacted with or without MFI loans. This methodology enables us to track the uses to which these loans are put, and we show that these loans are being used either for consumption smoothing or for recycling other debt. In the 11 month study period there was also an informal call for a ban on the MFI repayments, thereby bringing in a rare chance of collecting data from the same households with and without MFI loan repayment burdens. An analysis of their expenditure points to the genesis of the crisisthe loans were more a burden than help; several houses were indebted to multiple MFIs and their only focus was to repay the loans. Using Principal Component Analysis, we identify the primary variables that affect the expenses and conclude that the loan repayment often happened at the expense of food items. We believe our study to be unique in the sense that we look at the borrowers' perspective with or without repayment burdens, and it shows that the microfinance movement in India still has a long way to go in being truly "bottom-up".
Introduction
News about the microfinance sector in India today is in what can be called a lull, after the tumult following the Andhra crisis (Taylor, Marcus. 2011) . It has however, spawned a much needed re-evaluation of the microfinance movement and its meaning to the poor. The initial euphoria over this "bottom-up" approach towards global poverty reduction has died down.
World-over, doubts are being raised over the conclusions of the impact studies cited (Duvendack et al. 2011) . The role of the commercially motivated, for-profit microfinance institutions (MFIs) has come for increasing scrutiny (Sriram, M.S. 2010) . In these increasingly polarising debates, there is again a danger of losing sight of the very constituency around whom the debate revolves -namely, the microcredit borrowers. We are of this opinion that the trajectory taken by the microfinance movement in India was partly a result of it not being truly "bottom up"; of making poor and hasty conclusions about its clients, their consumption patterns and their financial needs. Today, there is even a greater need to look at this crisis from the standpoint of the borrowers. Only then, will the genesis of the crisis, its precipitation and it's panning out be clear. The responses of the borrowers to the crisis will also give important clues as to where exactly the sector went wrong in India. They will also give an idea about the extent of over-indebtedness, which was at the root of the crisis.
We are in a position to do this, because we happened to be in the thick of a crisis similar to the one in Andhra Pradesh, but predating it, that took place in several districts of Karnataka, starting February 2009 (Srinivasan, N. 2010 . Similar to Andhra Pradesh, there was a call for a moratorium on the collection of loan repayments in the districts of Kolar and Ramanagaram in Karnataka. Unlike the Andhra crisis, the call for the ban on MFI repayments was made by private, religious entities and rolled out in a more informal manner on the ground. According to the Chief Officer of the Association of Karnataka Microfinance Institutions (AKMI) i , the problem erupted rather suddenly in Kolar. Local Muslim organizations through their clerics had summoned borrowers to stop repaying until further notice. What began in Kolar soon spread to other districts of Karnataka including Mysore, Mandya and Ramanagaram. This was followed by the bigger crisis in the neighbouring state of Andhra Pradesh (AP) (CGAP, 2010) . Here, it was the state government that came down heavily on allegations of highhanded practices and usurious lending rates charged by the MFIs. This had the unintended consequence of the banking sector completely cutting off liquidity to the MFIs across the country, resulting in a liquidity crunch for most MFIs (Sane and Thomas, 2011) .
We argue that understanding the ramifications of this crisis on MFIs and the banking and financial sector as a whole, is only a part of the story. It is equally important to understand the ramifications of MFI loans and this call for moratorium on MFI repayments on the borrowers' household cash flows. By comparing the consumption patterns of MFI borrowers with contiguous households that have not borrowed from MFIs, and by untangling the impact of the call for moratorium on the borrowers' consumption patterns , this paper sheds light on an oft-ignored question in the microfinance literature -what is the impact of microfinance repayments on the household cash inflow and outflow patterns? Studies have shown that it is a struggle for microfinance borrowers to manage their financial flows, with the proportion of expenditure on loan repayments vying with food in their expenditure basket (Kamath et. al 2010) . Tracking the use of MFI loans is not easy. Money being fungible, MFI borrowings can be used for purposes other than those stated at the time of getting the loan. If these loans are not put in productive uses, bringing in much needed income inflows, the burden on repayments to that extent will be greater. In addition, we would like to know the difference in the cash inflows and outflows of the MFI borrowers, from those of their neighbouring households who have not borrowed from MFIs. Such analysis is crucial to understanding the impact of indebtedness caused by MFI borrowings. We argue that if the repayment of an MFI loan instalment puts a non-trivial burden on household finances, it will continue making the sector vulnerable to both -alleged high handed recovery practices of the MFIs and the periodic calls for such bans by state and non-state actors. An MFI loan is a one-time increase in the liquidity of households; however weekly repayments imply sustained locking in of money. By analysing how the MFI borrowers are coping to make these fixed weekly repayments and what changes they are making to their consumption patterns, we can answer whether their cash inflows can sustain these fixed, weekly repayments. At the heart of the crisis was the burden imposed by MFI loan repayments. By looking the crisis from the standpoint of the household finances of the impacted borrowers, we aim to bring the issue back from the big questions of impact assessments of the MFI loans to the more micro issues of the costs imposed on the poor of making weekly MFI repayments.
To make this argument, the paper is divided into six sections. In the first section, we lay down the context of our study. It revolves around the cash inflows and outflows of poor households indebted to MFIs and other informal lenders, in the urban area of Ramanagram town in Karnataka state. We will discuss the methodology of financial diaries pioneered by Stuart Rutherford that we relied on. In the next section, we shall analyse some key daily 'cash outflows' cited in these diaries -specifically loan repayments, where we shall talk about the nature of indebtedness among these households, both to MFIs as well as to informal financiers. We will also lay down the endemic nature of multiple MFI borrowings that we found in our study. We show that multiple borrowings from several MFIs, not very different from one another, were the starting point; it meant that the repayment burdens on these households were not trivial. We will also show here that for such households, since MFI loans were not being used for productive purposes, the burden of repayments were very severe. In the third section, we will try and compare the cash flow patterns of households that have borrowed from MFIs with households, which have not borrowed from MFIs per se, but have other informal borrowings. In section four, we go into the details of the difference in consumption patterns of households before and after the call for moratorium on loan repayments. We show which of the household expenses showed a significant change in the post-ban period. The call for the ban in Ramanagaram, like that in Andhra was sudden and unexpected. Therefore, this resulted in an unexpected easing of the liquidity constraints facing these households. In section five, we analyse these findings in its broader context of microfinance policies in India. Our methodology of financial diaries also enabled us to interact intensively with our participants for a period of almost a year, from where we gathered crucial qualitative learnings. We will try and shed light on these, especially in the context of the ban. We would be upfront in stating that though we do not go into the politics of the ban, the fact that the call for the ban was made in Ramanagaram did not come as a surprise to us. The paper concludes by reiterating the need for more such in-depth studies of household financial data, to have a greater understand of the microfinance borrowers. Given the thrust today towards financial inclusion of the poor, this will go a long way in averting such crises in the future.
Ramanagaram Financial Diaries
Following Rutherford (2002) , Ruthven (2002) and Collins' (2010) work with financial diaries in Bangladesh, India and South Africa respectively, a yearlong study was designed, that was implemented from September 2008 to mid of August 2009, among 90 urban poor households of Ramanagaram town, Karnataka, India. This yearlong study was a follow-up on a threemonth pilot study carried out in the same areas, from September to December 2007 with 20 households, the results of which are given in Kamath et. al.(2010) . From the methodological standpoint, the pilot study helped firm up two critical issues for the yearlong research study.
The first was to do with choice of the study location and that of sample selection. Since the methodology required intensive interaction with field workers and an exposure to MFIs, the yearlong study was carried out in the same areas as the pilot study. We covered four compact, poor neighbourhoods in Ramanagaram. Majority of the households (56 households or 62 percent of the sample) came from the two areas we covered in our pilot study (Hajinagar and Ambedkarnagar) that predominantly housed the poor working in the nearby informal silk units ii . Thus, our sample consisted of residents of the same neighbourhood or community, which were settlements that could be empirically judged to be poor. Since our pilot study required participants to have an exposure to MFIs, the 20 participants for pilot study were chosen through repeated discussions in MFI group meetings with MFI group members. For the yearlong study, we went in for the snow-ball sampling method -where references were made by the original 20 to other participants who were willing to participate in the study. We would then visit the potential participant and visually validate the criteria laid down for poverty assessment (single women family, housing condition, assets in the household).
Willingness of the participant to commit her time writing the diary entries for almost a year was also another important criterion for participation. The yearlong sample consisted of 90 urban poor households (beginning with 95, with four households dropping out along the way and the data from one household had to left out because of data-entry problems). Before the start of the financial diaries study, there was a base-line survey done with the participants, chalking in their socio-economic and demographic profiles. There were 47 Hindu households and 43 Muslim households in our final sample of 90 households. The 43 Muslim households spoke Urdu at home; among the Hindu households 21 spoke Kannada, 25 Telugu and one was a Marathi speaking household. Among these 90 households, there were 24 households that had not taken any loan from an MFI but had other informal loans. There were 19 female headed households. Most participants were either working inside their homes (bidi rolling, agarbatti rolling, tailoring) or outside on job work or petty businesses (coolie or daily contract work, working in the filature iii units, contractual sweepers with the municipality, petty trade in cloth, brass vessels, vegetables). In the case of housewives, the husbands were involved in similar informal occupations of petty businesses, auto driving and working in filature units. These households reported having work between 6-11 months a year and also had to work at multiple jobs to make ends meet. Even households that reported having a job throughout the year being daily wagers (doing coolie-work), there are days when they earn no income; for instance if they are ill or are travelling to their home towns. For such households then, borrowings are inevitable -not just for 'productive' purposes but also to buy food and other necessary items when there are no earnings in the family.
A brief description of the occupations of the 95 participants is given in table 1 below. Agarbatti and beedi rolling 9
Tailoring 5 Tuitions, typists, outreach workers 5
Sweepers 4
Total 95
The second issue was to do with tweaking of the methodology of the financial diaries. Unlike the previous studies with financial diaries (Collins, et al. 2010) , the pilot study required the participants (or their family members) to log-in the diary entries themselves; we decided to retain this change. The only requirement for the diary writer was that she was the one in charge of running the daily household, and was aware of the cash inflows and outflows in her household. Participants, who were not schooled, but did run the household finances, were confident of getting their children to write down the diaries. All the children in the sample households had gone to or were going to schools and were therefore, literate. In one case, the husband of the study participant agreed to write the diary, since the wife was unlettered. All the diary entries were written in Kannada. We provided the participants with the diaries and the stationary needed. We had training sessions for our three field-workers, who lived in
Ramanagaram and visited the study area every day. Participants were asked to get in touch with the field workers, in case of any doubts. The diaries were kept very simple and unstructured for ease of data-entry. A primer on these how the Ramanagaram Financial
Diaries project was carried out, is given in Kamath (2009) .
The advantages of having the participants or their family members log-in the diary entries themselves was that the process became far more participatory, since transcription of the diary data was done fortnightly by the field workers in a group. Since the diaries were theirs to keep, our diary writers told us that in the process of maintaining household cash flow records, they learnt a lot about running the household finances. The nature of the data was varied and unstructured, but it gave crucial insights into the consumption patterns of the poor.
Cash Outflows and Inflows in the Ramanagaram Financial Diaries
The advantage of the financial diaries methodology is that it allowed us to verify MFI memberships, without explicitly having to take up household surveys. We could do this by tracking down the entry indicated as "Sangha" repayments, given as weekly cash outflows in their diaries. In most cases, the participants were unaware of the name of the MFI to whom they were indebted, and they knew it more by the day of the week on which the group meetings were held and the repayments made. It was not surprising for us to note that no two MFIs working in Ramanagaram had group meetings on the same day of the week! Documentary evidence of multiple borrowings from MFIs was the main finding of the pilot study (all the 20 households were included in this yearlong study). The same was found, to a greater extent in the yearlong study. Table 2 gives details of multiple memberships in MFIs in the yearlong study. We give the details for the total of 90 households whose diaries were analysed. To give a sense of the burden of loan repayments, the maximum of the weekly repayments made by one of the households that had borrowed from six MFIs was Rs. 4,977 in a particular week. The maximum reported income by her for the entire diary period was not even half that amount -namely, Rs. 2,390. It became fairly obvious to us from the diary data that loans from one MFI had to be used up in repaying loans from other MFIs. In fact, for this particular household, we see that for the week she is making MFI loan repayments of Rs.
4,977; her income barely covers one-fourth that amount. She has reported an income Rs.
1,160 for that week, but she has also reported a MFI loan (a top-up loan from an MFI) of Rs. 5000 in the same week that she has clearly used to make these repayments. To give a picture of this indebtedness, we are reporting in table 3 below, the maximum and the average weekly loan repayments that were made by the households that were indebted to six MFIs along with their average weekly incomes during the study period. For certain weeks, the maximum repayments towards MFI loans made by these households far exceeded their average incomes. Except for household 40, on an average, the weekly MFI loan repayments take away half of the household incomes. The averages however can be misleading, since the variability in the income streams for these households is large. It is therefore necessary to trace the adjustments that borrowers were making in raising the moneys for these weekly repayment cycles. The presence of multiple borrowings will bring this out even more sharply.
Multiple borrowings will not be a problem, if the households are using the loans for productive purposes. The argument can always be given that since the MFI loan amounts are
Total households 90
small, households are optimising by borrowing many such small amounts from a number of MFIs. Because we have access to daily financial data, we are in a position to trace the use of these loans. A similar exercise was carried out in the pilot study for 20 households and it was found that households recycled their debts to a substantial extent. Over 27% of borrowings being used to finance various kinds of formal and informal borrowings (including MFI and SHG borrowings) (Kamath et. al 2010) . We also observed there that most of the major outflows that were preceded or followed by a major borrowing (i.e. a borrowing greater than
Rs. 500) were on consumption items (jewelry, household accessories, etc.).
The pilot study was done with a small set of households, over a short time frame. With the whole data at our disposal, let us try to see if this still holds. The group which we will look at is the set of households which were indebted to the maximum number of MFIs in our studyarea. In our data set, there were a set of houses which were indebted to as many as six MFIs.
There were seven such households; namely households 7, 12, 27, 38, 39, 40 and 43. Data from houses 38, 40 and 43 are not reliable as they have not recorded the borrowing information rigorously; an examination of their data shows that their borrowing information gives 0 throughout the study period while they paid back loans steadily. This implies that they had either taken all their loans prior to September 2008 (before the diary period) or that they borrowed and repaid, but did not record it properly. Thus, we take the other 4 households and take a look at their borrowings, total loan repayments, loan repayments towards MFIs and expenses. The horizontal axis denotes the weeks.
From the graphs, it is apparent that the loans are closely matched by other loan repayments and household expenses, both in amount and time. Take, for example, household 7.
Figure 1: Weekly Borrowings, Repayments and Expenses for house 7
We see that the borrowing peaks are closely followed by expense peaks and/or repayment peaks. Also, the MFI repayments are the substantial part of the total repayments.
Let us take a look at house 39. Again, a similar pattern emerges: borrow peaks are closely followed by expense and/or repayment peaks. None of the loans are being put to any productive uses; they are merely being used as a measure of consumption smoothing or for recycling of debt. The poor no doubt have a need for both, given the sporadic nature of incomes in the informal jobs they are employed in.
However, this becomes a vicious cycle, where more loans imply greater repayment burdens and this can ultimately take a toll on other crucial household expenditures. This is what we shall be showing in the following sections. However before that, we would like to bring out the differences in the consumption patterns of households that were indebted to MFIs with households that were not indebted to MFIs in our sample. From the diary data, we culled the major expenses (cash outflows) made by these two sets of households during the study period. Table 5 below shows that the average weekly expenses for the entire study period were significantly higher for the MFI borrowers. This is particularly true for food and health expenses. We assumed the two subsets to be independent and conducted the t tests for significance (at 5% level of significance). Education expenses are not significantly different for the two sub-sets. Education of the children was given the utmost priority in all the households we surveyed. Savings too are not significantly different, bearing out our findings that these all households found it difficult to eke out excess liquidity to save, and find the right means for savings. This begs the question now being asked in several studies (Dichter and Harper 2007) of whether MFI loans are being used for investment at all, or whether they are mainly being consumed. *at 5% level of significance.
MFI borrowers versus non-borrowers in the sample
To get into the details of how the MFI-borrowers consumption differed from that of the nonborrowers, we give here, an analysis of the diary data collated over the study period. The data has 37 variables related to expenses (which include expenses for food items, health, assets, clothes and other accessories like footwear, education, social and religious expenses, travel, gifts, and jewellery, among others); six variables related to MFI loan repayments (covering the six MFIs operating in that area); six variables related to other loan repayments (for example, loans from informal financiers or funds, chitties, moneylenders, relatives, bank or local pawnshop); seven variables related to income (this mainly includes the cash given to the participant by her husband and other family members to run the household expenses, her income from her work and businesses of all kinds, income from gifts); and 11 variables related to borrowings. All missing data was replaced by zero (a reasonable assumption; these women had low resources and therefore quite particularly jotted down any non-zero income, savings, or expenses). The diary maintained daily data, but that brought in too much granularity and sparsity (especially because many entries on a daily basis were zeros); therefore we added every consecutive seven days data into a weekly variable, and used these weekly variables for analysis.
As the number of variables is quite large, we performed a multidimensional data analysis so that we can concentrate on a reduced dimension with the relevant variables. In particular, our goal was to determine which of the given variables affect the expenses most. To achieve that, we performed Principal Component Analysis (PCA) (Mardia et. al. 1979) on several subsets of the data set to consider the overall effect as well as demographic variations. In Principal Component Analysis, the data set is analyzed to find combination of variables that tend to explain the variance in the data in an ordered manner. The first combination (axis) has the highest significance; the second is next significant and so on. The variables contribute to the axes, and the variable with the highest absolute correlation is considered the strongest. The analysis was done in Tanagra 1.4.47 (Rakotomalala 2005) . We first analyse the data for MFI borrowers versus all households which did not borrow from the MFIs over the entire period of study. We compare the expenses of these 66 indebted households with the 24 non-indebted households over the entire 11 months of study period. Since we are interested in discerning the consumption differences we take the 37 expense (cash outflows) variables.
The scree plots suggest that after 5 axes, the curve flattens and hence a four to five axes PCA should be good enough. However, as we want to concentrate on the top level of expenses, we choose only 3 top axes. The data is given below; variables with a correlation of greater than 0.5 are highlighted. We have given four axes data for the non-indebted households, as the third axis does not have any strongly related variables. The PCA-plots of the data points with respect to the first two axes (with variables having a correlation > 0.5) show that the separation is good, and thus an analysis with three axes is indeed justified. Food items do not seem to be dominating the cash outflows of the non-indebted households as much as for the indebted households. Assuming that expenditure on food is fairly inelastic, it would not be wrong to surmise that the non-indebted households are able to spend moneys on items like clothes, accessories, cosmetics, travel after their food expenses are taken care of. A major item that the indebted households are spending on, is titled 'given to husband', that does not appear anywhere in the non-indebted set. This was a recording of the cash given by the diary writers (the MFI borrowers in this case) to their husbands. This item is not as innocuous as it appears in the diaries, and our conversations with our participants revealed this to be a source of strife in the households. This adds to the bigger question being asked in studies about MFI clients as to whether the women are merely being "conduits" for borrowing by the men in the family (Guerin, Isabelle and Jane Palier. 2005 ). So we are -5000 -3000 -1000 1000 3000 5000
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Indebted looking at a phenomenon where the major expense in the indebted households happens to be food, fuel and cash given to their husbands, with very little being spent on non-food items.
Though there was no significant difference in education expenses among the two subsamples, we find education expenses (edn. expenses and edn. fees -both fees and other expenses on books and stationary) being fairly important for the non-indebted households.
We would hazard a guess that with MFI borrowings, the indebted households have such a large, non-negotiable amounts moving out towards repayment of loans that for them buying such luxury items like clothes or cosmetics become a burden, while for the non-indebted, it is not so. This story will play out in greater detail, when these households whose weekly cash outflows are dominated by loan repayments and food now face the prospect of some easing of liquidity due to the call for a moratorium on MFI loan repayments.
Impact of the Call for the Moratorium on MFI repayments
The call for the ban on MFI repayments affected Ramanagaram sometime in April-May 2009. The impact of the ban on these households was felt for about 3 months towards the end of our study -May, June and July 2009. It is also worth noting that since the call for the ban of repayments was not legal, it did not get implemented very systematically on the field.
Some MFIs did not send their officers to the field as early as April end, while there were others that did. Nonetheless, once repayments of one MFI were impacted -there was a domino effect, and in the month of July 2009 -the MFI loan repayments declined perceptibly. The call for the moratorium on repayments was sudden and some of the households, sensing the mood on the ground, decided they would not make these MFI repayments in the months May -July 2009. How were the households responding to this unexpected ease in a fixed outflow? As seen in figure 3 , the average MFI loan repayments started petering out in May, with some households deciding not to make their committed loan repayments, or at best only managing to give whatever they could. The months of June and July hardly saw any average weekly collections by the MFIs, compared to the earlier months, among these 43 households. Since the call for the ban was informal on the field, we had to choose May 15th to be an arbitrary cut-off date to make our analysis of the pre-ban and post-ban expenditures of these households. As the date was chosen somewhat loosely, we also selected two other cut-off dates, June 1st and April 30th in particular, and repeated our analysis to check if any artefact has been introduced. Not much difference was seen, choosing the other cut off dates.
Our main goal was to determine which of the given variables affect the expenses most, and if there are any significant differences between the pre-ban and pre-ban period. The PCA will
give clues if there are any significant variations between pre-ban and post-ban period.
In addition, in our case since this positive shock is from a specific source -namely, an unexpected ban on MFI repayments, this also points out to the adjustments at the margin that households are doing in making these repayments. Therefore we focus on the top few axes, and look for variables those were not there in the pre-ban period but appear in the post-ban months. Variables which shift from one axis to another are considered less important. We analyse the expenses of all the households which were borrowing from the MFIs and were affected by the ban both in the pre ban and post ban period. We do a similar pre-ban and postban analysis for our counterfactual -those households that were not indebted to MFIs and therefore not affected by the ban. The scree plots again suggest that a five axes analysis is good enough; the two axes PCA plots show fair separation of the groups. We concentrate on 
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Average MFI Loan Repayments (in rupees) the top three axes. Tables 8 and 9 give the PCA for the indebted and non-indebted households for the Pre-ban period. Not surprisingly, the indebted households seem to spend mostly on food items during the preban period. In contrast, the non-indebted households are spending on non-food items like entertainment, clothes and cosmetics. This is almost similar to the overall 11 months analysis results given earlier.
Let us now look at the post-ban analysis, as given in tables 10 and 11 for the indebted and non-indebted households, respectively. Interestingly, for the indebted households, there is no significant contribution to the second axis, but the first and third axes show that the indebted households have started spending more on meat, snacks, rice and jewellery, none of which was a priority in the pre-ban period.
The extra liquidity seems to be allowing these households to spend more on "non-staple food" like meat or snacks, on storable items like rice, on assets like jewellery and on travel.
The non-indebted households, on the other hand, keep spending on similar items. Rice, vegetables, spices and oil still are frontrunners (they have moved up from second axis to first), cosmetics is still important. Surprisingly gutkha (a kind of chewable narcotic) shows up as an important expense in that period, followed by health and medical expenses, which
were not there in the pre-ban analysis. The shift to food items like rice and meat and spending on items like jewellery and travel for the indebted households in the post ban period (that was not seen among the non-indebted households) meant that MFI repayments to these households had come at the cost of these.
We do a similar exercise on the set of seven households indebted to the maximum number (six) MFIs, broken into pre-ban period and post-ban period. We also consider the three houses which have not recorded the borrowing properly. We pick the first two components as we are interested in the most significant variables. We see that the primary variables are mostly food items, except for gutkha (which is a mild narcotic) and travel (which is the expense incurred due to the travel to work places). The second axis is dominated by consumables, and money given to husband. Note that the woman was not the head of the family in any of these households. The money given to husband was previously shown to be a strong component in the case of the total 66 households indebted to MFIs, giving greater credence to the questions being put on who in the household is the ultimately beneficiary of the MFI loan (Kabeer, Naila. 2010) .
Let us take a look at the post-ban period now. The top variables remain almost the same, with some change in order and sweets coming in.
Expenses
That is, this is still primarily determined by food items. The second axis is very interesting though. It is now determined by expenses for rice and grain (both staple food, and both storable), which the two previous expenses, consumables and money given to husband are now actually avoided. Thus, the extra liquidity seems to have given the women a chance to buy and store rice and grains; and as the loan has now dried up (with no repayment, there is no inflow of loans either), the money given to husband has also reduced.
Repayments Ban in the context of the Broader MFI Policies
In the process of carrying out our study on financial diaries, it became very apparent to us that majority of the households in our study area in Ramanagaram were struggling to make these MFI repayments. The only recourse most households had to keep up with this struggle of repayments was to borrow more. That is why one sees such a large extent of multiple borrowings from MFIs by these households. This, as expected, only exacerbated the problem.
Several of our participants had to attend several MFI meetings a week and were clueless about the details of the MFIs. Therefore, the call for the ban on MFI meetings and loan repayments called by the Anjumani-e-Islam committee did not come as a shock to us.
Talking to our study participants it became very clear that atleast in the urban areas, the weekly MFI loan meetings were seen to be a burden. This was especially so in the case of one particular MFI that conducted meetings with 60 members at a time.
"The meetings were too long and everyone had to wait till the transactions of all 60 members were done with".
The tacit pressure put by loan officers (several of them men) on other group members, in order to avoid potential default also ratcheted up the costs of these loans. It was also clear that transparency was an issue since most of our participants did not know the effective interest rates charged by the MFIs.
The response of our participants to the call for the Ban was also far more nuanced than what got reported in the popular press iv . There were also those who expressed discomfort at the idea of leaving their loans unpaid. One Muslim respondent who was a group leader in five MFI groups tried paying her dues, for which she faced the ire of some men from another locality -who claimed to be members of the Mosque Committee. She further feared that the crisis would lead to the labelling of her community as defaulters and creditors would stop lending to the Muslim community. Despite the relief at not having to make the regular weekly repayments, respondents, especially those that had only a few repayments to go, reported that they are willing to repay their dues so that they can continue to borrow from
MFIs. When we questioned some of our study participants about the impact of the ban on their household finances, they said that the money that would otherwise have been used for repaying the MFIs was now being used for other household consumption. Another respondent who works at a filature unit said she enjoyed the luxury of being able to take a day or two off from work now that she doesn't have to meet her weekly repayment targets.
"This was something I was unable to do earlier since I feared missing even a day's wage as I
would be short of money to repay the numerous MFIs".
The senior staff of the MFIs to whom we spoke, admitted that MFIs must also take the blame for bringing on the crisis. They have lent to people without assessing their investment or repayment capacity. They felt that there should not be more than 3-4 MFIs operating in a particular area and that there needs to be more sharing of information amongst MFIs to prevent multiple lending.
In this light, we feel that the recommendations made by the Malegam Committee and its incorporation in the MFI bill are steps in the right direction. The recommendations in the Bill include a cap on the interest charged by MFIs, transparency in interest charges, a limit on the number of MFIs that a borrower can be member of, grievance redressal mechanism at MFIs and customer protection codes to avoid over-indebtedness, and commitment to fair lending practices (RBI, 2011) . The devil however lies in the detail. How these recommendations get translated into the Act and the statutes of the Act, and more importantly how it gets implemented on the field. This would call for greater engagement of MFIs with their clients, and the buck cannot be passed on to the borrower groups as is being done today.
Conclusion
Using a unique methodology of financial diaries, that recorded cash inflows and outflows for 11 months, from September 2008 to July 2009, we analyse how the cash outflows of households indebted to MFIs are different from those not indebted to MFIs. The financial diaries methodology help us track the uses to which MFI loans are being put to. Similar to our pilot study, in this year long study, we found evidence of multiple memberships, with seven households being indebted to the maximum number of MFIs (six). This meant that the women in these households were attending six MFI meetings a week. We were able to show that for most of these households, MFI loans were either being used for consumption or for recycling of other debt. The financial diaries data also provide us with a unique insight into how MFI repayments affect the cash patterns of these borrowers and non-borrowers. Doing a PCA of the key consumption items in their diaries, we show that for the borrowers, despite significantly high cash outflows, consumption was dominated by food. For the nonborrowers, moneys were laid aside for travel and clothes. Particularly, for households indebted to MFIs, we analyse the burden of loan repayments by tracking the households, both pre and post the call for the moratorium on MFI repayments. Doing this, we go beyond the anecdotal evidence citing the pressure of repayments on MFI clients to be the reason for the crisis in the MFI sector, and actually show that MFI repayments to several borrowers came at the cost of items like food and travel. The Ramanagaram financial diaries data unequivocally point out two important triggers for the crisis -(a) several households were indebted to multiple MFIs and (b) the burden of loan repayments entailed households scrounging on staples in order to make these fixed repayments. Questions will continue to persist as to whether this is an indicator of over-lending by the MFIs or over-borrowing by the clients, but the fact that households were making such adjustments indicates their vulnerability.
This analysis, apart from pointing out to the dangers of the rampant spread of micro-credit, points out also to the need for making micro-credit translate into positive income flows for the borrowers. The cost of a loan for the poor can only be reduced if the amortization of the loan takes place from the higher income flows that should ideally follow the loan. To that extent, there should be a better tracking of the uses to which these loans are being put. This would imply that the task of the MFI is incomplete with giving loans and ensuring timely repayments. They cannot afford to shy away from contentious and tough issues of tracking borrowers in helping them undertake credit plus or livelihood activities. Over and above that, in situations where households seem to be making loan repayments at the expense of food, the pressing question that needs to be asked is if, for such households, MFI loans are a useful means for poverty alleviation at all. This has indeed opened a Pandora's Box. When we began our pilot study in August 2007, our study area had just one MFI operating. By the time we finished with our financial diaries study end of 2009, the number had grown to six.
Evidence of multiple loans from the same sources and from different sources cannot be lauded as evidence of financial sophistry shown by the poor. The nation continues to bemoan the lack of financial inclusion among the poor -but we should be circumspect of financial inclusion of the kind seen here in the Ramanagaram financial diaries.
